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In March1950our real 
REAL ES- estate activity index 
TATE ACTIVITY rose once more mark- 

ing the tenth month of 
virtually uninterrupted recovery since 
reaching its postwar low last June. The 
present reading of the index - this is a 
preliminary figure - is 39.4 points above 
the long-range computed normal, The 
figure in February was 36,3 above normal 
(revised downward from the preliminary 
37.5 reported last month); so March ac- 
tivity showed a nice increase over Feb- 
ruary. 


Insofar as the outlook for future ac- 
tivity is concerned, our guess is about 
the same as it was in our 1950 forecast 
issue, We think that some time after the 
middle of this year real estate activity 
will turn downward once more, 


With the receipt of 
REAL ESTATE complete data, the 
MORTGAGE AC- preliminary figures 
TIVITY on mortgage activity 

reported last month 
have been revised downward. Mortgage 
activity in January reached 196.4, almost 
but not quite so high as its postwar high 
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of 197.7 achieved in early 1946. Our comment last month that it had gone higher 
than any other point since mid-1929 was a shade optimistic. Regardless of this, 
the mortgage business is booming as it seldom has, and a difference of a point or 
two in the index reading is really insignificant. There’s no reason to quibble over 
such trifles in the midst of such plenty. 





Even though mortgage activity declined slightly in February to its latest reading 
of 193.8, we can foresee no drastic downsweep of this index for the next several 
months, While there is some dissatisfaction being expressed over some of the 
provisions of the new housing bill, we believe that the over-all effect of the bill is 
one of continued easy credit. 


The two changes in housing policy that have so far evoked the greatest appre- 
hension are those dealing with FNMA and VA. FNMA’s request for funds was 
whacked by two-thirds (to $250 million) and the VA is given the choice of ending 
combined FHA-VA loans any time before December 31, 1950. It is hard to believe 
that Congress will let the housing boom suffer any serious setback due to a slack- 
ening of the secondary mortgage market. Apparently the intention is to keep FNMA 
as a secondary market and not as a primary one, If necessary, Congress has ample 
time to vote additional funds before its adjournment, One thing of which we may be 
certain is that Congress will be quick to hear of any repercussions from its cutting 
down on the allowance of RFC’s favorite daughter. Evidently she, too, has a 
“vested interest,” 


The chart at the bottom of page 163 shows our index of the number of real es- 
tate mortgages placed each month from 1935 through March 1950. This index (blue 
line) is not adjusted for population changes and is not the same as our real estate 
mortgage activity index referred to above. The activity index is adjusted for popu- 
lation change. 


This chart on the number and value of mortgages indicates that the average 
mortgage lender is making a. out 119% more loans than he did during the 1935- 
1939 period, and that their dollar volume totals about 275% more than the loans in 
the earlier period, The dashe. red line shows this total value of mortgages ad- 
justed for changes in building material prices; their present level is about 75% 
above the 1935-1939 level. 





If anyone doesn’t know that present residential con- 
RESIDENTIAL CON- struction is breaking all records and exceeding all 
STRUCTION VOLUME expectations, it’s probably because he can’t read, 

or hasn’t listened toa recent newscast. Present 
estimates by the Bureau of Labor Statistics place the number of new nonfarm resi- 
dential units at 270,000 starts for the first quarter of 1950. This is an increase of 
100,000 units (or 60%) over the first quarter of 1949, 


Aithough 1949 was a record year for residential construction starts, there was 

some slackening in certain sections of the country, The map and table on page 167 
show 59 major cities or metropolitan areas where 1949 residential construction 
volume fell below that of 1948. Some of these decreases were very sizable and 
very startling. We were quite surprised to notice that Houston, Texas, had suffered 

| a 20% drop in the number of new housing starts. A drop of 65% in Phoenix, Art 
L zona, must have been a shock, Los Angeles, California, of course, has been build- 
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ing SO many new homes that the 11% drop (9,042 units) there is hardly worth men- 
tioning. The total decline from 1948 through 1949 for all 59 cities amounted to 144%, 
but early reports for 1950 indicate that most of these cities have experienced 
fairly substantial increases during the first quarter of this year. 


In the 12-month period ending with March 1950 an estimated 1,123,500 nonfarm 
residential units have been started, This is an average of almost 94,000 per month. 


On page 166 is a chart showing how the rapid expansion of residential construc- 
tion that began last summer has stimulated mortgage activity. Apparently the 
present high level of real estate and mortgage activity is more dependent now on 
new construction than at any other time during the postwar period. 


During April increases inthe price of certain plumb- 
| RESIDENTIAL CON- ing and heating items, hardwood flooring and roof- 
STRUCTION COSTS ing sent the cost of our standard six-room frame 


house to $14,473. This is almost $100 more than 
the March cost of $14,389. 


Our other houses also recorded increases in their construction cost, the two- 
story brick house rising from $14,600 to $14,691, the five-room brick veneer 
from $12,803 to $12,845, and the six-room California-type bungalow from $7,542 
to $7,578. 


We have expected construction costs to behave in this manner and do not look 

ry any Sizable increases or decreases during the next several moths, If any 
worth-while decreases are recorded we believe that they will occur during the 
later part of the year. For the immediate period we believe these costs will inch 
upward or move sideways. According to the Bureau of Labor Statistics the aver- 
age construction cost of residential units during 1949 was $7,475 per unit, This 
represents a decreases > of ‘sqpromimatety 3% from the 1948 average cost of $7, 700, 
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NUMBER OF NEW MORTGAGES AND NUMBER 
OF NEW FAMILY ACCOMMODATIONS BUILT 
re »* ‘ WENZ a a , 
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frequently receive letters from people interested in buying a home, and 
they ask whether or not they should buy or build during this period of 
high ¢ . Our advice to these people has been that if they want a home or can 
afford to pay for one to go ahead and buy it; of course, they may save something 
by waiting, but they will run the risk of lower income and less favorable financing 
term hey will also be foregoing the pleasures and advantages of living in their 
A home is not something to be bought and sold like stocks and bonds, 

rchase should not be subjected to the same sort of analysis. 


In July 1946 we said, '// 


Arevher 


STOCK MARKET 


the fall of 1946 that sizable downward readjustment occurred, and during 

t three years of record-breaking profits, stock prices remained compara- 

ww. In 1949 despite decreasing profits the market began a steady climb 

k it above its previous postwar peak, We now see a period when sentiment 

r contrary to profit trends, a reversal of the 1946-1949 picture, It ap- 

probable that this rise will continue for a period of time whose length, un- 

fortunately, is now virtually indiscernible without the help of a crystal ball. In 

view of narrowing profit margins, however, we would recommend a period of “wait 
and see” for those who are interested in the long pull. 





Well-informed speculators and steel-nerved amateurs can probably profit by 
riding this uptrend for a spell, but we believe that the present climate of the mar- 
ket is apt to prove a little too rough for the uninitiated, 
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All of us knowthat the rents in a considerable num- 
EFFECTS OF DECONTROL ber of major cities have been decontrolled, It is 
also true that ir nearly all of these cities the rate 
of residential construction has risen sharply. As a matter of fact, the corstruc- 
tion rate in 13 major decontrolled cities has risen 67% over the rate preceding 
decontrol. This comparison was made between the period of time these cities 
have been decontrolled and the similar period of time during the preceding year. 
| For example, Knoxville, Tennessee, was decontrolled on June 14, 1949; therefore, 
we totaled all new residential starts from July 1, 1949, through April 1, 1950, and 
compared it with the total number of starts in Knoxville from July 1, 1948, through 
April 1, 1949. We repeated this process in 12 other cities, and the average increase 
since decontrol was 67%. The 12 other cities and their increases since decontrol 
are: Waco, 172%; Dallas, 118%; Jacksonville, 105%; Little Rock, 105%; Austin, 
81%: Milwaukee, 68%; Salt Lake City, 59%; Spokane, 59%; Amarillo, 37%; and 
Tampa, 13%. Those cities showing a decrease were Phoenix, with a decrease of 
58%, and Topeka, with a decrease of 6%. 


Unfortunately, these increases in these particular cities cannot be a**ributed en- 
tirely to decontrol of rents because most metropolitan areas, including those still 
under control, showed tremendous increases in their rate of construction durliy 
this same period (roughly the last half of 1948 compared with the last half of 1949), 
The New York Metropolitan Area showed a 50% increase, Detroit increased 175%, 
Nashville, 154%, Philadelphia, 92%, Chicago, 68%, New Orleans, 61%, and Boston, 
| 45%. Moreover, Flint, Michigan, which has never been under Federal rent control, 
had anincrease of 76%in its residential construction rate during the last half of 1948, 
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Furthermore, there were some cities where the rate of construction since de- 
control has declined below that of a similar period the previous year. Phoenix, 
Arizona, decontrolled March 30, 1949, recorded 488 new residential units from 
April 1949 through March 1950, compared with 1174 units from April 1948 through 
March 1949, a 58% decrease. On the same basis, Topeka, Kansas, showed a de- 
crease of 6% since its rents were decontrolied, 


So far, the available data are fragmentary and inconclusive. Decontrol may in 
some instances stimulate new residential construction, but it is by no means cer- 
tain to do so, As much as we would like to say that decontrol provides extra push 
to the housing boom, the evidence available so far does not necessarily indicate that 
this is true. 


In a few more months the facts will become more numerous and perhaps more 
conclusive, At that time we will bring this investigation up to date. In the mean- 
time, if your city is fortunate enough to be decontrolled, don’t bet too heavily on 
an upsurge in construction as a result of it. 


In February 1950the purchasing power of the retail 
PURCHASING POWER dollar continued its slow and hesitant climb begun 
OF THE DOLLAR in October 1948. Since reaching its lowest ebb of 

57.3¢ in September 1948 the value of the dollar has’ 
recovered to its present level of 60.1¢. These figures are based on a 1939 dollar 
that was worth 100¢. 


Since the purchasing power of the dollar goes up as the price level goes down, 
this rise in the dollar’s value is simply a reflection of the downward drift of pric- 
es, We believe that the general retail price level will continue its slow decline 
during the rest of 1950 and, therefore, anticipate a slow improvement in the dollar’s 
purchasing power. Not all things will be cheaper, in fact some retail items will 
advance in price. The chief price reductions we expect are in the various food 
lines, and the chief increase will probably be found in the rent index, Actually, 
there may be some isolated spectacular price reductions, but pointing them out 
would be sheer guesswork, Over-all, we think retail prices will not change enough 
during 1950 for worth-while savings to be realized by delayed purchases, 
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